STATZ GF CAUFORMIA—HEALTH AND WELFARE AGEMCY

DEPARTMENT OF HEALTH SERVICES

714/744 P STREET
SACRAMENTC, CA 95874

(316) 322-4950 April 10, 1980

EDMUND G, BROWN JR., Gavernar

To: All County Welfare Directors Letter No. 80-13
MEDICAID INPATIENT HOSPITaL REIMBURSEHENT

Federal regulations (CFR 42-447.205) require that any change in the Statewide
method or level of reimbursement for Medicaid sarvices be publicly noticed

at least 60 days before the proposed effective date of che change. A local
agency in each county must also he identified where copies of the proposed
changes are available for public review,

The county welfare offices in each California county have been so designated
for the enclosed regulations on hespital reimbursement. Wa would therefore
request that you post thess regulations and the accompanying cover memo in
your main county welfare office for a period of sixty days.

If you have any questions regarding this letter or the enclosed materials,
please contact your Medi-Cal field representative.

Sincerely,
Original signed by

g
Elizabeth H.Lyman, i

Deputy Director
Health Care Policy and Standards Division

Enclosure

ce: Medi-Gal Liaisens
Medi-Cal Field Representatives

Expiration Daze: July 1, 1980



STATE OF CALIFORNIA — HEALTH AND WELFARE AGENCY EDMUND G. BROWN JR., Gavernar

DEPARTMENT OF HEALTH SERVICES

Yla/734 P STREET
TACRAMENTO, CA 35814

16} 322-4990 ;
STATE DEPARTMENT OF HEALTH SERVICES
PUBLIC HEARING ON REGULATIQNS
Cn April 15, 1980, commencing at 10:00 a.m., the State Department of Health

Services will hold a public hearing in the Auditorium at 714 P Streaet,
Sacramento, California for the following agenda item:

Inpatient Hospital John Chambers Title 22, Division 3
Reimbursement (916) L45-8128 Repeal Sections 5i508,
(R-6-80) 51508.1 through 51508.9,

Proposed Regulation
Section 51536 .

The purpose of the hearing is to gather oral and/or written testimony from
the publiic regarding the requlation changes under consideration, Attached
you will find copies of recently published newspaper notices announcing the
hearing and summarizing the regqulation changes or containing the actual
reguiations. Also attached are copies of the actual regulation texts
arranged in the order in which they will be considered at the hearing.
Additions to the existing regulations are indicated by underscoring and
deletions have been £fFd€K £df.

The hearing will be chaired by a hearing officer delegated by the Diractor
of Health Services to conduct the hearing in her behalf. Pérsons- attending
the hearing will be requested to complete a registration card at the door.
Those persons wishing to present oral testimony will be requested to indicate

on the card those agenda items to be addressed in their testimony,

Speakers will be called by the hearing officer as the appropriate agenda
items are presented, and everyone wishing to speak will be given the —-
opportunity to do so. All testimony will be recorded by 2 certified
shorthand reporter, and speskers wiil bé asked to approach the microphone
at the front of the hearing room and state for the record their name and
the organization they represent, if any, prior to presentation of their
testimony.

Although in most instancas the hearing record will be closed at 5:00 p.m.
on the day of the hearing, the record on individual agenda items may be
held open for extended periods, at the discretion of the hearing officer,
it it becomes evident that relevant written public testimony may be
gathered by doing so.



Persons unable to attend the hearing or wishing to present testimony
during a hearing extension period may submit written statements to-

S5tate Department of Health Services
Office of Reguiations

714 P Street, Room 840

Sacramento, CA 9581%4

ATl testimony will be reviewed by the Department of Health Services prior
to decision regarding final adoption of the regulation changes,

Any questions regarding the hearing may be addressed to the Department at
the above address or by phoning {918) 322-4990,



STATE OF CALIFORNIA — HEALTH AND WELFARE AGEMNMCY EDMUND G, BROWN JR., Governor

DEPARTMENT OF HEALTH SERVICES

714/744 P STREET
TACRAMENTQ, CA 95814

LJ16)  322-4g90 ' -

NOTICE OF PROPOSED CHANGES IN THE REGULATIONS OF THE STATE DEPARTMENT OF HEALTH SERVICES

Notice is hereby given that the State Department of Health Services, pursuant
to the authority vested by Sections 14100, 14105 and 14106(a) of the Welfare
and Institutions Code, and to implement, interpret, or make specific

Sections 14105 and 14106(3) of the Welfare and Institutions Code, proposes to
repeal and adopt reguiations in Title 22, Division 3 of the California
Administrative Code summarized as follows:

{(n Repeals Sections 51508 and 51508.1 through 51508.9, to delete current
provisions on determining the cost of inpatient hospital services and
on appealing the determiration. Proposed Section 51536 incorporates
new provisions on reimbursable costs and appeal! procedures.

{2) Adopts Section 51536 to provide 3 new system for inpatient hospital
reimbursement based upon the lesser of ezach hospital's customary charges,
Medicare allowable cost or all-inclusive rate per discharge. The
proposed regulation also provides for interim payment rates, final
payment rates and an appeal procedure. This change is necessary in
order to add provisions that conform to the proposed State Plan currently
being reviewed by the United States Department of Health and Human Services,

Notice is also given that any person interested may present statements or
arguments orally or in writing relevant to the action proposed at a hearing
to be held in the Auditorium at 714 P Street, Sacramento, California, at
10:0C a.m. on the 15th day of April, 1980, The State Department of Health
Services, upon its own motion or at the instance of any interested person,
may thereafter adopt the above proposals substantially as above set forth
without further notice,

The estimated fiscal impact upon Medi-Cal of the proposed regulation is =z
savings in Fiscal Year 1980-81 of 39,141,000 ($6,433,500 General Fund)
(Full year, lagged). In Fiscal Year 1981-82, the savings is estimated to
be $34,172,300 {$24,050,600 General Fund).

There are no costs or savings to local governments.

Inquiries or comments regarding these regulation changes may be addressed
to Ron C, Wetherall, Chief, Office of Reguilations, at (916) 322-4990,



The State Department of Health Services has determined that, pursuant to
Section 2231 of the Revenue and Taxation Code, no increased costs or mew
costs to local governments will result from these recuiation changes. Such
determination will be made a formal part of the pubfic hearing at the cime

and place described above.

A copy of the regulation summarized above may be obtained by writing to the
Office of Regulations, State Department of Health Services, 714 P Street,
Room 840, Sacramento, California 95814, or at the time and place of hearing.

STATE DEPARTMENT OF HEALTH SERVICES

R=6-80 Richard H. Koppes for
5365

Dated: }/qu!fw
i

Original signed by

Richard H. Koppes, for
Beverlee A. Myers, Director

Y P



§ 31508 MEDICAL ASSISTANCE PROGRAM TITLE 22
(p. 13002 14) {Ragister 79, % 31—84-791

508. Hospital Inpatient 3ervices Reimbursement.

a) Final settlement for acute care services furnished to Medi-Cal program
bengficiaries by hospitals shull not exceed the lesser of the reasonable cost of
such ervices or the customary ¢harges therefor to the general public.
easonable cost shall mean:
1 services rendered on and after July 1. 1973 through June 30, 1976, an
amount n&¢ more than the average total cost per Medi-Ca patient dav of
service for the immediate 12 months preceding fuly 1, 1973, plus ten peréent
~ of said averagg cost. Average cost per Medi-Cal Patient day OF service shall be

determined froxp the hospital’s cost statement for the last full cost reporting
period ending pNgr to July 1. 1975, and adjusted for actual costs incurred after
such reporting peXod an prior to Julv I, 1975,

{B) Forservices igndered on and after July 1, 1978 through October 14, 1975,
an amount not to excéed the amount determined to be reasonabie cost for the
period July 1, 1975 throyghy June 30, 1375 pius seven percent of said cost.

{C) For services re d on and after October 15, 1976 through June 30,
1977, an amount not to e®eed the amount determined to be reasonable cost
for the period July 1. 197 ough June 30, 1976, plus seven percent of said cost.

(D} For services renderePon and after. July 1, 1975 through September 30,
{977, an amount not to excee@hgamount determined to be reasonable cost
tor the period July 1, 1976 throuﬁe 30. 1977, plus seven percent of said cost.

(E} For services rendered on and after October 1. 1977 through june 30,
1978, an amount not to exceed the amount determined to be reasonable cost
for the period July 1, 1976 through Jurh 30, 1977, plus seven percent of said cost.

tF) For services rendered on and aRer Julv 1, 1978 through' February 28,
1979, an amount not to exceed the ameidgt determined to be reasomable cost
for the period July I, 1977 through June 30, 473 plus seven and one-haif percent
of said cost.

(G) For services rendered on and after March 1. 1979 through [Iune 30, 1979, .

an amount not to exceed the amount determinéq to be reasonable cost for the
period July 1, 1977 through June 30, 1978 plus seve and one-half percent of said
cost. y

(H) For services rendered on and after Julv 1, 1978 through August 31, 1979,
an amount not to exceed the amount determined to b reasonable cost for the
period July 1, 1978 through June 30, 1979 plus seven and dge-half percent of said
c0st, .

() For services rendered on and after September 1, 19} through June 30,
1980. an amount not to exceed the amount determined to B reasonable cost
for the period july 1. 1978 through June 30, 1979 plus seven and dge-half percent
of suid cost.

12) The Department shall use the “Health Insurance Regulatinps Manual”
tHIRM-1) as issued and amended by the US. Department of HealthNeducation
and Welfare for the administration of Title XVIIT of the Social Securky Act as
umended: said manual shall be used by the Department as a guide for deermin-
ing reusonable costs.




TITLE 22 MEDICAL ASSISTANCE PROGRAM § 51508.2
{Register T9. No. 31—84-79) T ip. 1300.213)

3) Interim payments to hospitals shall be determined by the use, and adjust-
mekt to current status, of previous vear cost information. For services rendered
after July 1, 1979 interim pavments shall not exceed the levei of interim
ts for the previous month by more than sixty hundredths of one per-

(¢} Paymynt for intermediate care facility services shall be made in accord-
ance with Section 31510 .

(d) Hospitaldwhich are unable to submit a certified cost statement due to
the lazk of a yedr of operating experience shall be paid on an interim basis
according to a cenfied statement of the current bill charges to patients.
NOTE: Authority citedk Sections 14105 and 14106, Welfare and [nstitutions Code. Refer-
ence: Sections 14105 and, 11106, Welifare and Institutions Code.

HISTORY:
. Amendment filed 9-1-77: effective thirtieth day thereafter (Register 77, No. 26). For
prior history, see Register 7w a8

2 Amendment of subsecti va) (1) and {a){3) fled 2-5-7% effective thirtieth day
thereafter {Register 79. No. 6).

3 Amendment of subseclion‘(s%l) and (a) (3} hled 8-1-7% effective thirtieth day
thereafter (Register 79. No. I1).

51508.1. Extraordinary Adminis%afﬁe Adjustments.

Upon the conelusion of any final audit or examination by or on behalf of the
Department of Benefit Payments, any hospital meeting the criteria set forth in
Section 5i508.5 may apply for an extraordinary administrative adjustrment of
the reasonable cost for hospital inpatient services which was determined in
" accordance with subdivision {a) {1} of Seation 51508, Such application shall be
submitted in accordance with the proceMures set forth in Sections 51508.3
through 31308.7.

NOTE: Authority cited: Sections 14100, 14105 and 106, Wellare and Institutions Code.
Reference: Sections 14100, 14105 and 14106, Welfare'gnd Institutions Code..
HISTORY:

t. New section filed 6-2-76 as un emergeney: effective

pliance included {Register 76, No. 23}.

51508.2. Defnitions.
{a) The following definitions are applicable to Sedtions 31508.1 through
51508.7.

n filing. Certiticate of Com-

{1} Applicant means a hospital which has filed an appliation for extraordi-.

nary administrative adjustment pursuant to the provisions ®f Section 51508.3.

{2) Component costs means the various categories of hospital operating
costs, ineluding salaries and wages. administrative operating ‘gxpenses, food,
drugs, and medical equipment and supplies, selected by the Department ot
Hezﬁth for the purpose of estimating future cost increases.

{3) Geographic service area means the area included within a 25-wile radius
of the applicant,

(4} Reasonable cost means reasonable cost as defined by subdivisioR {a) of
Section 31508



§ 31508.3 VEDICAL ASSISTANCE PROGRAM TITLE 22

(p 13002 15} | Reginter 79, No. 318472

\5) Year in question mewns the vear, or partial year, o which the notice of
finahsettlement by the Department of Benefit Payments relates and for which
licant seeks extraordinary administrative adiitstment,
se period means the twelve month perind immediately preceding the
vear in gyestion.
{7) Malling means the date postmarked on the envelope if postage was
the envelope was properiy addressed.
cited: Sections 14100, 14105 and 13106, Welfare and Institutions Code.
Rference: Sectidps 14100, 14105 and 14106, Welfare and Institutions Cuxde.
HLINTORY:
| New section {iléd 6:2-78 as an emergency: elfective upon lifing Certificate oi Com-
pliance included (Regigter 76, Noo 23)

51308.3.  Application.

‘a) Within sixty calendar days of the mailing of a notice of final settlement
by the Department of Begaft Payments, 2 hospital meeting each and every
criterion set forth in Sectiog 51508.5 may apply to the Depurtment of Health
for extravedinary administispye adjustment of the reasonable cost applicable
to the hospital for the year in qgestion. The application shall be in writing an
<hall contain at least the followsde ipformation:

'1) The name and address of Fe applicant.

.2} The applicant’s actual overall percentage increase, when rompared to
the hase period. in the average total cost per patient day of inpatient hospital
services tor the year in question.

3 The applicant’'s actual percenta
period, in total component costs and in
the year in question.

(4} The average duily occupancy rate biged upon the applicant’s licensed
hed capacity for the year in question.

:3) A clear, coneise statement of the groun
administrative adjustment.

:6) A statement of fact. including supporting d
that each criterion set forth in Section 315083 is .

(7 The amount of and justitication for the adjustigent requested.

‘%1 Such buoks. records, information and documentason as may be required
to support the appiication.

WOTE. Authority ciled: Seetions 14100, 14105 and 14106, Weliare ad Institutions Code.
Reference: Sections 100 14105 and 14i0h Weltare and Institutiors Code. ’
HISTORY:

1 New seetion filed £2-76 a8 an e Mergency: eifrctive npon filing C2 tificate of Corm-

phiance inchnded (Begister TH No. 2

‘nerease, when compared Lo the base
ach element of component costs for

< for the application for special

=1308.4. Review of Application. o

Upon receipt of an ap iication meeting the standards of Section IS5 the
Department of Health s all review and consider the application. .\
VOTE: Autharity cited: Sections FL100. 13105 and 14108, Welfure sl bstaubion Code
Relerence Sectings Liil 14105 and 14106, Welfare and Institutions Conde.
SSTORY.

1 New section filed #2278 a8 an emerngencys eifective npon filing Certificate of Co
plisnce included : Hegister 78 Na 280



TITLE 22 MEDICAL ASSISTANCE PROCEAM 5 51508.5
{Register 19, No. 31—84.79 (p. 1543

508.5. Criteria for Review. :
) An application for extraordinary administrative adjusiment mav be
gra’ted in whole or in part only if each of the following criteria are met:
The appiicant’s actual average total cost per patient day of hospitai inpa-
ices for the year in question exceeds reimbursement criteria as set
bdivision {(a} (1) of Section. 51508,
{2) Theapplicant’s actual percentage increase in one or more categories of
. componentXpsts for hospital inpatient services or the overall average cost per
inpatient davNor the fiscal year in question, when compared to the base peried,
exceeds the foNpwing limitations:
s rendered during July 1, 1973, through June 30, 1976:

o )5

3 Administrative\operating expense ... 24%
3 Food........o\ FO ORI e 21%
4. Drugs frg . 26 %
5 Medical equipmeigsand supplies ..o T
8 Overall average cigkeper inpatient dav 1i%
(B) For services rendel@g during July 1, 1876, through June 30. 1977
1. Salary and wages ... 7 SO . B8S
2. Admnistrative operating expenses ... : 14.0%
3 FOOGu oo 130%
4 Drugs. SESTOPOOROTTI. ¥ e s R L 17.0%
5. Medical equipment and SUPPRES oo 109
6. Overail average cost per inpatiRt day .. S 80%
() For services rendered during Niv 1. 1977 through June 300 1U7S
I Salary and Wages .o NG 8.3%
2 Administrative operating expenses N e 130%
: : 20605
4 Drugs. e N 13.0%
5. Medical equipment and supphies ... N 120%
6. Overall uverage cost per inpatient duy LN . 8.0%
(D) For services rendered during July 1. 1978hrough june 30, 1979
1. Salaries and Wages. . N e 395
2 Administrative Operating Expense e N 430
3 Foodo e e N 2006
1 Drugs 160%
5. Medical Equipment and Supplies ..o B N 1309
6. Overall average cost per inpatient dav ...l 457
(E) For services rendered during July 1. 1979 through jige

1. Safaries and WAES. ..o o s

2. Administrative Operating Expenses e N

B0 FOO i s FUT A

4 Drugs. e e

5. Medical Equipment and Supplies o

6. Overall average cost per inpatient day ..o 2RE



§ 31508.6 MEDICAL ASSISTANCE PROGRAM TITLE 22
"p 13004) - {Aeagister 79, No. 31--8-4.73)

X3) The applicant had un average daily occupancy rate for licensed beds.
duriyg the year in question, equal to or greater than 70%. This criterion may
be wived if it is determined that a hospital’s continued participation in the
Medi-Cxl program is necessary to assure an adequate number of available beds
within the hospital's geographic service area

{4) The\a p?icant meets at least one extraordinary criterion such as, but not
limited ta, e following:

A The applicant has undertaken a substantial new and necessary service
during the veaNn question which has generated additional operating costs. The
applicant shall dgmonstrate that the new service does not duplicate existing
services within itS\geographic service area or that, if such services presently
exist within such géqgraphic service area, other facilities rendering the same
or similar services ardoperating at full capacity with respect to such services.
The applicant shail futther demonstrate that the new service is necessary to
provirﬁa adequate care akd services 1o the general public served by the appii-
cant. This demonstration shall be based upon population characteristics, disease
incidence, projected utilizatiga. and inaccessibility of similar services.

B. The applicant has chanﬁits case mix. Such change in case mix shall be
done in cooperation and conju8jetion with other hospitals within the applicant's
geographic service area. Any ingeease in caseloads shall be documented. Such
doctmentation shall also demonsﬁ‘% commensurate reduction in caseloads
in the other huspitals.

NOTE: Authority cited: Sections 15100, 14105 and 14106, Welfare and lostitutions Code.
Aelerence: Sections 14100 14105 and 14106 \Welfare and Institutions Code.
HISTORY:

1. Mew section filed 6-2.76 as an emergency: }
pliance inciuded | Register 76, No. 231,

2 Amendment of subseclion (a)(2) fited 3-20-X7:
{Register 77, No. 211,

3 New suhsection ()2} (0) filed 2.3-74: offective™hirtieth day thereafter (Register
TR, Noo by,

1. New subsection () (2} (I filed 2-3-79; effective thixtieth duy thereafter (Register
79, No. 8).

5 New subsection (2){2)(E} filed 8-1-79: effective thirt:
79, No 1),

ffective upon filing. Certiticate of Com-

effective thirtieth dav thereafter

h Jdayv thereafter {Register

51508.6. Recommendation. .

Within ninety days of receipt of a complete application. the Department shall
review the application in light of the criteria set forth in Secton 51508.3 above,
and shail submit to the Director of the Department of Health'y recommended
decision on the application for extraordinary administrative Mdjustment, to-
gether with the application and all supporting documentation\The recom-
mended decision shall be in writing angos'hallgcomain findings W fact. The
recommended decision shall state whether extraordinary admimstratiye adjust-
ment should be granted and, if s0. in what amount.
NOTE: Authority cited: Sections 140, 14105 and 14106, Welfare and Lostitiiony Code.
Reference: Sections THOU, 13105 and 12196, Welare and Institulions Code.
HISTORY

1. New section fded 0.2 TH us un emecgency: elfective upon liling. Certificate of Coge
piiunm* inclinded | Register 78, Nao 33



TITLE 22 MEDICAL ASSISTANCE PROGRAM § 315089
iRegister 79, Mo, IN—aar9) ' 0. 1300-5)

1308.7.  Action by the Director.
a) Within twenty-one days of receipt of the recemmended decision, the
Difector of the Department of Health or his designee shail take one of the
tollovjng actions:
h ﬁopt the recommended decision s his awn. .

(2) RWect-the recommended decision and prepare his own decision based
piication and sup orting documentation.

the recommended decision for further consideration.
ticant shall be notified of the Director’s decision by mail
NOTE: AuthoritWweited: Sections 14100, 14105 and 14106, Wellare and Institutions Code,
Reference: Sectiomy 14100, 14105 and 14106, Wallare and Institutions Code,
HISTORY:

I New section FledS2-76 us 2n emergency; effective upon filing. Certificate of Coomi-
pliance included (Register 76, Nn. 23;

31508.8. Conditional Aministrative Adjustments.
Upon the conclusion of Y tentative settlement by the Department of Bene-
fit Pavments, any hospital Meeting the criteria sat forth in Section 51508 3 may
apply to the Department of e‘eg within 60 davs for 1 conditiona administra-
tive adjustment of reasonablefomtt for hospital inpatient services which was
determined in accordance withSubdivision (a} 1} of Section 31308 Such ap-
plication shail be submitted it rdance with the procedures set forth in
Section 313083, subdivisions {2) (1F*ghrough {a) (8). Department approval or
disapproval of a conditional administzafive adjustment shall neither hitigate
for nor ugainst the hespital or the Department in the subsequent decision
concerning the extraordinary administrative adjustment of the final settiement
NOTE: Authority cited: Sections 14100, 14105 a1nd 14108, Welfare and Institutinng Code
Reference: Sections 14100, 14105 and 14106, Welf\re and Institutions Code.
HISTORY:

I New section filed 62-T as an emeszency: eifectNe upon filing, Certificute of Com-
pliunce included (Register 76, No. 233
31508.9.  Medi-Cal Hospital Payment Rate Excepion.

Any hospital with a high Med;i-Caj occupancy rate ay apply to the Depart.

ment for a Medi-Cal exception to the determinationhof reasonable cost [o
services rendered from July 11976 through June 30. 19%7 Exeeption shall he
allowed only if 3 hospital’s average Medi-Cal inpatient ndQupancy rate, based
upon licensed bed size, equals or exceeds nine and one-haif reent during anv
single period of tweive consecntjve months between Julv 1. 375 and June 30,
1977, The exception shall not exceed the amount determined th be reasonable
cost for the period of July 1. 1973 through June 30, 1976, plus ten PRreent of said
cost. Notwithstanding Section 51308(a) (3}, interim payments mavie adjusted
to reflect this Medi-Cal exception.
NOTE: Anthority citeg- Sections 141605, 14106 und HIBL, Weldfure and Institutidgs €odoe
Heterenes: Sections 14105 14106 aned 14161 Wellare and institulions {lode.
FEISTOR Y. =

Lo New section fifed 5-20-770 effective thirtieth dyy thereafter (Register 77, 0

-]O_



DRAFT — FOR DISCUSSION ONLY
PRELINED DRAFT PAPER INDICATES Date__ FFR .z oo
AND 1S TO BE USED ONLY FOR ALL 515 36 - |

NEW REGULATORY LANGUAGE.

315 36, Hospital Tnpatient Services Reimbursement.

(a) Reimbursement for hospital inpatient services provided to Medi-Cal

program beneficiaries shall be the lesser of the following for each hospital:

(1) Customary charges.

(2) Allowable costs determined in accordance with applicable Medicare

standards and principles of reimbursement.

(3) All-inclusive rate per discharge.

(b) The following definitions are applicable to this Section:

(1) Base year means the hospital accounting year immediately preceding

the year for which final settlement is” being concluded.

(2) TFinal settlement yvear means the hospital accounting vear for

which final settlement is being concluded.

{3) Interim-rate period means the l2-month period beginning July 1 of

gach vear,

(4) Allowable cost means the hospital's allowable Madi-Cal cost

permitted by applicable Medicare standards and principles of reimbursement

(HIM-15).

DH 52 {3/77) SOO0EST A/TT TSP SOM



DRAFT - FOR DISCUSSION ONLY
PRELINED DRAFT PAPER {NDICATES Cate S0 2 11 ‘

AND 15 TO 3E USED ONLY FOR ALL 515 35 - 2

NEW REGULATORY LANGUAGE,

(3) Reimbursable cost means the lesser of each hospitél's customary

charges, allowable cost, or all-inclusive rate per discharge multiplied by

the aumber of Medi~Cal discharges.

{6) Rate per dischargze means the hospital specific, all-inclusive

rate per Medi-Cal discharge which, when multiplied by the number of Medi-Cal

discharges, including deaths but excluding newborms, in the hospital's

accounting year, determines the total dollar limit on reimbursable cost for

that accounting year.

(7) Interim rate wmeans the hospital specific,. all-inclusive rate

pavable per Medi~Cal patient day, execluding newborns, for all covered

inpatient services providad by the hospital during the interim-rate period.

{8) Pass~through categories means those hospital cost categories

which, for purposes of final settlement, are not subject to the hospital

cost index. Pass-thPrugh categories are limited to:

(A) Depreciation.

(B) Rents and leases.

(C) Interest.

DH 32 (377 . HGE—ATY 2T TSP M



DRAFT — FOR DISCUSSION ONLY

PRELINED DRAFT PAPER INDICATES Date FE3: ues
AND 1S TO BE USED ONLY FOR ALL 51536 _ 3
NEW REGULATORY LANGUAGE.

(D) Property taxes and license fees.

(E) Medicare allowable return on equity capital for proprietary

facilities.

(9) Service intensity means the necessary changes in the character of

the services provided to each patient, including changes in applicable

technolegy, qualitative changes in personnel, quantitative changes in

personnel, qualitative changes in supplies, drugs, and other materials, and

quantitative changes in supplies, drugs, and other materials. Service

intensity deces not include changes in the types of patients and illnesses

treated.

(¢} The unit of payment for inpatient hospital services shall he as

follows:

(1) An all-inclusive rate per discharge shall be retrospectively _ .

established for each hospital's final settlement. The rate per discharge

shall:

(A) Apply to all covered services provided by the hospital during its

final settlement year.

(B) Be updated annually to reflect reimbursable changes in facror

input prices, service intensity, patient volume, and other items allowed

through the appeals process.

oH 52 (3/77)

-‘3-
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DRAFT — FOR GCISCUSSION ONLY
PRELINED DRAFT PAPER INDICATES Date PR _

AND 18 TO BE USED ONMNLY FOR ALL 51536
NEW REGULATORY LANGUAGE.

“h

- 4

{C) Incorporatz, as necessary, estimated allowable costs incurred

prior to the effective date of this regulation.

(2) An all-inclusive rate per patient day shall be prospectively

established for each hospital's interim reimbursement. The interim rate

shall:

(A} Apply to all coverad services provided by the hospital during the

interim-rate period.

(B) Approximate the hospital's reimbursable cost of service during

the interim-rate periad.

(d) A hospital cost index shall be established for each hospital.

This index shall consist of an input index and an allowance for changes in

service Iintensity.

(1} Estimates of the hospital c¢ost index shall be used to calculate

2ach hospital's interim rate prior to the beginning of each interim-rate

pericd., The interim rate shall be calculated by applying the estimated

hogpital cost index to the hospital's reimbursable cost per patient day for

its most recently concluded accounting year.

OH 52 (3/77) Gy 3477 ISP WM



DRAFT — FOR'GDn'gSCUSSfON ONLY

PRELINED DRAFT PAPER INDICATES Date__- 53 ¢
AND IS TO BE USED ONLY FOR ALL 51536 s
NEW REGULATORY LANGUAGE.

(2) The hospital cost index shall be recalculated to account for

actual changes in the input price index after the close of each hospital's

accounting year. The recalculated hospital cost index shall be applied to

the hospital's rate per discharge for the base year to determine its rate

per discharge for the final settlement year.

(e) An input price index shall be established to compute the reim—

bursable change in the prices of goods and services purchased by hospitals.

The input price index shall consist of a market basket classification of

300ds and services purchased by hospitals, a corresponding set of market

basket weights derived from each hospital's own mix of purchased goods and

services, and a related series of price indicators.

(1} The input price index shall be caiculated for each hospital by:

(A) Computing weights which represent the proportion of cost in sach

market basket dategory to total cost in the hospital, —-

(B) Multiplying the welght in each category by the percentage change

in the related price indicator.

(C) Summing the results.

(2)  The market baskat caregories and orice indicators to be used in
8 2

developing each hospital's input price index are shown ia the following

table. Initial estimates of changes in the price indicators shall be

DH 52 (3477 e T 4777 TSP S
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derived from nationally accepted econometric forecasts, including, but not

limited to, estimates made by the United States Department of Health and

Human Services for use with the National Hospital Input Price Iadex. These

forecasts shall be adjusted if necessary to reflect estimated differences

specific to California.
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MARKET BASKET CATEGORIES

PRICE INDICATORS

VARIABLE

SOURCE

(1) Payroll Expenses:

{a) Physicians'
Salaries, Wages,

Physicians' service
component

Consumer Price Index,
All Urban Consumers

Fees and Benefits

(b} Other Employees”
Salaries and Wages

Average hourly earnings:
service industry or non-

U. 8. Department of Labor
Bureau of Lahor Statisties

supervisory hospital
workers

(¢} Other Employees'

Average supplements to

Supplements:

Benefits

wages and salaries per
nonagriculitural emplovee

U. 5. Department of Commerce,

—PBureau of Feomowix Analysis

Number of Emplovees:

U. S. Department of Labor,
Bureau of Labor Statistics

{2} Professional Fees,

Hourly earnings, pro--

J. 5. Department of Labar,

other than physicians

“duction or nonsuper-

visory, private nonag-

Bureau of Labor Statistics

ricultural emplovees

(3) Dépreciation:

{(a) Building and Fixzed
Equipment

Implicit price deflator,
investment, private, non-

U. 5. Department of Commerce,
Bureau of Economic Analysis

residential structures

(b} Movable Egquipment

Impiicit price deflator,
investment, private, non-—

U. 8. Department of Commercs,
Buregu of FEconomic Analysis

residential producers’
durable equipment

DH 52 (37777
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{a) Working Capital

Prime rate on short-term

Federal Reserve System,

ipans Lo large ousiness
corporaticns

san&ing seciion,
Divigsion of Research and

>tatistics

(b} Capital Debt

Yleld on domestlic munlci-
pal bonds

U.7 5. Départment of Commerce,
Bureau of Economic Analysis

(5} Hospital Malprac- Estimated malpractice Major insurance underwriters
tice lLnsurance inisurarnce premiums providing coverage to Calif-
ornia hospitals
{6) Food Average of processed Producer Price Index
foods and Leeds component
of PPI, and food and bev- Consumer Price Index,
erages component of L(FPL all Urban Consumers
(7Y UEIlitzes:
(&) Electricity Implicit price detlator, U. 5. Departmént of Commerce,
consumptien of electricity Bureau of Economic Analysis
{(b) Natural Gas Implicit. price deflator, U, S. Department of Comme' :,
CoOuSUMp L LON oL naturzal. gas Bareau of Lcounomic analys..
Lc) Waier dind sewerage water dand sewerage mali-— Lonsumer Crice liudex,
tenance component All Urban Consumers
(8) License Fees and Taxes, Property taxX revenues, California State Department
other than 1ncome adjustied [Oor new bHuild- of Finance
ing starts o
(9) Other Costs:

{a) Drugs Pharmaceuticals and Producer Price Index
ethicals component

D) ChHemlcals Chemicals adand allled Froducer Price Lndex
products component

(¢} Medical Instru- Special industry Preoducer Price Index

METITS dild AppLl1&alices

mACOINEry and equlp-—
ment component
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(d) Rubber and Plastics Rubber and plastics Producer Pyicn Tndew

component
(e} Travel Transportation component Consumer Price Index,
: - : All Urbhan Consiumers

(£) Apparel and Textiles Textile products and Prodncer Prics Indssy

apparel component

(g) Business Services Services component Consumer Price Index,
All HOrban Consumers

(h) All Other All items Consnmer Price Indgg,
All Urban Consumers
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v

{(3) Weights correspanding to market basket cafeocories shall »e derived

and annually updated for each hospital. These weights shall he compustad

using the latest available {pformation from sapch hospital™s MedieCal cper

report, financial disclosure report, or other direct report of expenses

If information from these sources is not sufficient to eatrahlich a hospiral

specific weight for a particular market hasker category, rhe Nopartmant of

Health Services shall assign 3 representarive wojght hased on . ingformatian

from the National Hospital Input Price Index published hy rhe Deoaxtment of

Health and Human Services, or other availahle sources

(4) The input price index shall be recaleulated afrar. rhe closa of

each hospital's accountine vegr, to account For ac+ual changes in-tha

hospital specific wage rates and market basket weighrq for nonsuperuigncy

personnel, the price indicators and market basket weichts for other nonpass—

through categories, and the allowable cost for pass—throush catesories.

(£) An annual service intensit allowance of cne percent for reimbnrs—
7

able increase in service intensitv shall be added to esach hospitalls donut

price index. This allowance shall be in addition to reimbursement for

service intensity increases flowing from pass—through categories and apnroved

appeals.

(g) A volume adjustment shall be made to the hospital's rate ner

discharge for the final settlement vear if the number of total bhospital

discharges in the hospital's final settlement vear differs from the qumher

of discharges in its base vear.
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(1) The volume adjustment shall be calculated using the following

formila, which adjusts the rate per discharge for estimated changes in

average costs resulting from changes in volume.
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VOLUME ADJUSTMENT FORMULA

BIS

LW ad B HoT B

+ Ve (DIS, - DIS,)

DISF

Where:

ACR = Allowable change in the rate per discharge after volume adjust-—

maRs EKFEQSSQ@ as 2 P;OPD::;QH of the-baca EDRE rata ﬁar J1onhgvna

HCTI = Hospital Cost Index before any volume ad;ustments, expressed as

2 ropa-pitiop-—-at-~-the-bage—vagr——rate
=2 Po-ET04 + ++ S A e

" r :
B * y o

Vo= Uord b lg oo d o o prn?nrt{nq of total-cost

LIs = Total hogpital Hi:nhargac in. tha final cot++laomant. coar
g Y

¥
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(2) Each hospital's total cost shall be divided into the fixed and

variable components shown in the following table. Data from the hospital's

financial discloesure report or other direct report of expenses shall be

used to estimate the percentage of a hospital's cost which varies with

volume. A fixed to wariable cost ratic of 50:50 shall be used when suffi-

cient data frowm the hospital is not available.
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CLASSIFICATION OF FIXED AND VARIABLE COSTS

ciakl) CUST

TARLABLE TGETS

SALARTES AND WAGES

SALARIES AND WAGES

Management and supervision

Registered nurses

lechnician and speclidallst
Clerical and other administrative

Licensed vocatlonaT'nurses
Aides and orderlies

Fliysicians
Nonphysician medical practitioners

Environmental and tood services
Other salaries and wages

EMPLOYEE BENEFITS - Distributed

EMPLOYEE BENEFITS - Distributed

proportionately according to
salaries and wages

proportienately according to
salaries and wages

FICA

FICA

Unemployment Insurance
Vacation, holiday, and sick leave

Unemployment Insurance
Vacation, holiday, and sick leave

Gfodp Insurance
Pension and retirement

Group Insurance
Pension and retirement

WOLKBAN '3 Compensarion
Other employee benefits

workman' s compensation
Other employee benefits

OTHER DIRECT EXPENSES

PROFESSIONAL FEES

Pepreciation and amortization Medical

UTITITYES Consulting and nanagement
Insurance Legal

LICENSEés and taxes (gther thlan 1income) Audgit

* Other direct expenses Other professional fees

SUPPLIES

Food

surgical supplices
Pharmaceuticals
Medical care materials
Minor egquipment
Nonmedlcal supplies

PURUHASED SERVITES

Medical

Repairs and maintenance
Jdanagement services
Other purchased services

DH 52 {3/77} SO 4577 P SO
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(h)

A hospital may appeal all-inclusive reimbursement rates estab-

lished for that hospital if the hospital's allowable cost exceeds or is

expectad to exceed reimbursement based on those rates.

(1)

The

following items are not subject to appeal under the procedures

in Section 51536 (h) (3):

(A) The use of Medicare standards and principles of reimbursement.
(B) The method for determining the input price index.

(C) The use of all—inclusive,reiﬁbuzsement rates.

(D) The use of a.volume adjustment formuia.

(E) The interime~rate period.

(2) The following items may be appealed under the procedures in -

Section 51536

(h) (37:

(A} The addition of new and necessary services.
{B} Changes in case mix.
DM 52 (3/77)
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(C) Inappropriate calculation of fixed and variable costs.

(D) The use of incorrect data or an error in calculations.

{(E} Other items affecting hospital costs.

{(3) The procedures for appeal of an all-inclusive rate shall be as

follows:

(A} An appeal of the all-inclusive rate pér patient day shall be sub-

mitted within one year after notification of that rate. An appeal of the

all-inclusive rate per discharge shall be submitted within 60 days after

notification of that rate.

(B) The appeal shall be submitted in writing to the Department and

shall specifically and clearly identify the issue and the total dollar

amount involved. The hospital shall demcnstrate at least one of the .

following:

1. Cecsts for which additional reimbursement is being raquested are

necessary, proper, and consistent with efficient and economical delivery of

covered patient care services.

2. Incorrect data were used.

DH 52 {3/77) SORGE—T) &/T7 TSP M

-26-



DRAFT_— FOR DISCUSSION ONLY
PRELINED DRAFT PAPER INDICATES Cate FER 3 133D
AND IS TO BE USED ONLY FGR ALL 51536 17

NEW REGULATORY LANGUAGE.

3. An error was made in the rate calculation.

(C) The hospital shall be notified of the Department's decision in

writing within 90 days of receipt of the hospital's written appeal, or

within 90 days of receipt of any additional documentation or clarification

which may be required, whichever is later.

(D) The Department may require the hospital to submit to a cogmprehensive

operational review as a condition of appeal. The review shall be made at

the discretion of the Department and may be performed by either the Department

or its designee. The findings from any such review may be used by the

Department to recalculate reimburs¢able costs for the hospital,
14 .

(i) New hospitals shall be exempt from the provisions of this section

relating to the use of all-inclusive rates per discharge. A new hospital

is one that has operated under present and previcus ownership for less than

three years. A new hospital shall be: —-

(1> Reimbursed in accordance with applicable Medicare standards and

principles of reimbursement.

(2) Paid an all-inclusive rate per patient day for interim reimburse—

ment. This rate shall be subject to review by the Department at least once

every 3ix mouths.
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Zach hospital shall be notified of the:

(i)

Interim rate prior to the =ffective date of the interim rate.

(1)

Rate per discharge at the time of tentative and final settlement.,

(2)

A change in base vear reimbursable costs shall result in a

(k)

redetermination of all-inclusive ratas per discharge.

Payment for skilled nursing facility services shall be made {io

(1)

accordance with Section 51511,

{m) Payment for intermediate care facility services shall be made in

accordance with Section 51510.
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